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The
Practicing
CPA

APRIL 1989

An AICPA publication for the local firm

HOW TO GET READY FOR QUALITY REVIEW
Over 36,000 firms and sole practitioners are cur
rently enrolled in the quality review program that
was established as a result of one of six proposals in
the Plan to Restructure Professional Standards
endorsed by the AICPA membership in January
1988. All practices are urged to join that program or
the division for CPA firms if they have not already
joined one of these practice monitoring programs.
Initial reviews will be phased in oyer a five-year
period according to firm size and nature of practice.
Starting with a pilot program in 1989, firms with at
least ten professionals (CPAs and individuals
expected to seek that status) will be reviewed first,
followed by smaller firms, and then sole practi
tioners.
The intent of the program is to help firms improve
the quality of their practices. Some firms are won
dering if there are some steps they can take now that
will not only help them prepare for a review, but
which might also result in some immediate benefits.
Experience with the peer review program of the
division for CPA firms suggests that this is indeed a
possibility. Several articles in the Practicing CPA
have described how firms gained from the actual
planning and preparation needed for their peer
review. (See "Growth Pains and Management
Action” in the February 1989 issue and other articles
under Quality Control in the subject indexes in the
June 1986 and June 1988 issues.)
The approach to the quality review program is
educational. For example, if a deficiency is found,
the corrective action suggested would probably
include ideas for CPE and appropriate changes in
the firm’s quality control system. In this regard, the
Institute is providing the following tools to help
firms get ready for their initial reviews. These are
tools that could also result in immediate benefits.
Continuing professional education
A new CPE course, "Preparing for Review: Maintain
ing Quality Control,” available in self- and groupstudy formats, and designed to help firms evaluate

and strengthen operating and quality control pro
cedures and policies, includes easy-to-use forms,
checklists, and other documents that all local firms
can use. While focusing on accounting and auditing,
the course also offers information on administra
tion, tax, and other areas. The intended outcome is
to improve the quality of the firms work as well as
prepare it for review.
The cost of the self-study course (8 hours of CPE
credit) is $99. To order (product no. 749013), contact
the AICPA order department: 1-800-334-6961; in New
York State, 1-800-248-0445.

Confidential consulting reviews
Training is good, but it can still be reassuring to get
an outside opinion of your quality control methods
prior to review. The AICPA and participating state
CPA societies offer such a program—confidential
consulting reviews—for firms preparing for a peer
review or a quality review.
In these “trial run” reviews, a reviewer who has
experience relevant to your firm will come in for a
day, help pinpoint weak areas, and give advice on
how to improve them. Preparing for this risk-free,
no report review is simple. You merely complete a
brief quality control questionnaire, submit it to the
reviewer, and select certain engagements for review.
The reviewer meets with you and key personnel to
gain a general understanding of the firm, its type of
practice, and quality controls, and then conducts a
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“high spot" review of the working papers, financial
statements, and reports you have provided. He or
she then holds an exit conference to comment on
your work and offer suggestions, if necessary, for
improving it and your quality controls.
To ensure confidentiality, you keep all written
material developed during the review. You also
receive a one-page form on which to evaluate the
review, and mail this to the AICPA.
For more information about the consulting review
program, please contact your state society or Ray
mond Lipay at the Institute: (212) 575-5477.
What you can personally do
In addition to using the tools provided by the
Institute, there are other steps you can take to get
the firm ready for quality review. Some of these will
involve the quality control system you probably
already have in place.
The first step is to gain an understanding of the
nine elements of quality control by reading State
ment on Quality Control Standards No. 1, issued by
the AICPA quality control standards committee.
You should then accumulate any written policies,
procedures, and standardized forms and checklists
you use in connection with your accounting and
auditing practice and the nine elements of quality
control. Based on the information you have accumu
lated and your knowledge of the firm, you should
then summarize your current quality control pol
icies and procedures as they relate to the nine
quality control areas. You won’t need a formal
quality control document. You can just fill out a
brief questionnaire such as the one that is used by
the division for CPA firms or the one just developed
by the AICPA quality review executive committee.
It would probably be a good idea to conduct an
inspection—an internal review—to see how well
you are complying with your quality control system
and with professional standards in your engage
ments. Sole practitioners can conduct their own
inspections or might want to trade places with
another sole practitioner.
Your next step should be to evaluate whether your
policies and procedures need to be changed. For

example, if you find disclosure and reporting prob
lems, you might decide to start using a disclosure
and reporting checklist on all engagements, or
require someone who is not otherwise associated
with an engagement to review the report and finan
cial statements on the engagement before the report
is issued.
You will need to determine whether to develop
new quality control materials internally or whether
to purchase them. Make sure you tailor any pur
chased material to your firms specific needs.
Obviously, if your firm is to benefit from getting
ready for quality review, the quality control system
must be supported and followed by everyone in the
firm—from the managing partner to the junior
members of the staff. These efforts will be well
worthwhile. For one thing, improved quality will
help stem the widening exposure to third-party law
suits and their attendant costs. Also, the process of
getting ready will ensure that the firm is working as
efficiently and effectively as possible in providing
quality service to clients. Both firm and clients will
profit from that. □

—by Dale E. Rafal, CPA, AICPA, New York

Editor’s note: Ms. Rafal is director of the quality
review division at the Institute. In a future article, Ms.
Rafal will describe some common problems uncovered
in the division for CPA firms peer review program.
While some of these may not be relevant to every prac
tice, they will indicate pitfalls that await the unwary.

One Date—One Meeting
AICPA 102nd Annual Members Meeting
Will be held on September 24-27 at the Mar
riott River Center in San Antonio, Texas.
The sessions will cover political and busi
ness issues, tax, accounting, auditing, manage
ment, and finances.
For further information, contact the AICPA
meetings department: (212) 575-6451.
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Growth and Development—One Firm's
Approach

When Mitch Aigen, Dick Eisner and Ted Levine
began their firm in December 1963, they saw an
opportunity for a firm that provided clients with
high-quality professional service and personal
attention. Since then, their understanding of their
particular niche has paid off.
Revenues at Richard A. Eisner & Company, just
$35,000 in the first year, are expected to exceed $30
million in 1989. Today, nearly 300 people make up
this single-office New York City CPA firm.
As the firm grew, the partners realized they had to
hire and develop talented people, and place them in
positions where they could best fulfill their poten
tial. While they continued to expand their college
recruitment program, they concurrently had to hire
experienced people to fill special needs. By paying
competitive salaries at all levels, offering interest
ing and challenging work opportunities, and
providing a caring work atmosphere, they have been
able to attract the talented individuals they need
and that clients appreciate. In addition, all mem
bers of the staff are encouraged to find areas where
they can both find self-fulfillment and, at the same
time, be most helpful to the firm. If this means
transferring to another department, they have the
opportunity to do so.
To provide high-quality services to clients, the
firm has always emphasized the overriding impor
tance of teamwork between individuals and
between departments in the firm. Teamwork exists
through the team service approach, in which a part
ner from each department is assigned to a client.
The partners meet regularly to discuss the clients
particular needs. This way, clients are treated as
clients of the firm, rather than those of a particular
partner.
The firm's approach to personnel development
and client service has benefited everyone. Turnover
among both firm professionals and clients, in fact, is
among the lowest in the profession.

Expanding into new areas
In the beginning, the firms growth was moderate
and did not accelerate until the partners shifted
their focus to SEC clients. Growth slowed by the
early 1970s, however, when there was a cutback in
SEC offerings. At that time, the partners realized
that a narrowly focused firm could not attract tal
ented individuals. In order to do that, they decided
to expand into new areas and develop expertise in
specific industries. As a result, the firm became
involved in areas outside the traditional ones of
accounting, auditing, and taxation. New depart

ments offered expertise in management advisory
services, personal financial planning, litigation sup
port, insolvency, mergers and acquisitions, telecom
munications, strategic marketing, and benefits
consulting.
The firm also has recently become the coordinat
ing firm of Summit International Associates, Inc., a
global association of independent regional account
ing firms located in most major financial centers
throughout the world.
Fundamentals to firm culture
Richard A. Eisner & Company now offers a broad
range of accounting, tax, and management con
sulting services to both public and private clients in
many industries. The partners provide much the
same range of services that national firms offer, but
with the flexibility and personal attention of a local
firm. The balance between the range of diversified
expertise and service remains an important part of
the firm’s culture.
That culture also embodies a commitment to con
tinue to increase expertise, add vital new services,
and encourage individual development and innova
tion. At the same time, there is a commitment to the
fundamental principle of close proactive attention
to clients’ needs. □

Another Date—Another Meeting

International summit for small business
Export '89, the American-European Small
Business Trade Congress will be held on
October 26-29 in Frankfurt, West Germany.
Cosponsored by the U.S. Commerce Depart
ment and the European Commission, the pro
gram will bring together U.S. small business
owners with representatives of international
small business groups to discuss specific
export opportunities among the various
nations.
Export '89 will have two main components.
The trade policy symposium will provide a
forum for U.S. and European small businesses
to discuss international trade issues and con
cerns. The business opportunity exchange will
enable U.S. small business representatives to
meet directly with potential European buyers,
representatives, and joint venture partners.
For further information, contact Helen Bur
roughs, International Trade Administration,
U.S. Department of Commerce, 14th and Con
stitution, Washington, DC 20230, tel: (202)
377-2829.
Practicing CPA, April 1989
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Why Your Disk Is Full

With the advent, a few years ago, of hard disks as
practical and affordable devices, the luxury of ten
and then twenty megabytes of easily usable internal
storage became a reality for microcomputer users.
Today, the cognoscenti have moved far beyond
twenty and even thirty megabytes; sixty and eighty
megabytes are fairly popular in stand-alone
machines. In business use, it is not unknown for a
network server to go into the 100-to-600-megabyte
range at a cost of between $3,000 and $10,000.
Accountants, who may not be oriented to the tech
nical aspects of computers, still need to be able to
deal with what seems to be an explosion of informa
tion so that they do not become the victims of any of
the new computer corollaries to "Murphys Law.”
Thus, I would like to identify three reasons why
hard disks “fill up,” and briefly discuss what might
be done to counter this.
The first reason why your hard disk fills up is
because of the human tendency to make extra copies
of something we are afraid of losing. It is the com
puter equivalent of what happened in offices when
copy machines were introduced.
You really need only one copy of any file on a hard
disk. If the hard disk dies, either completely or in
part, your chances of recovering something on it are
probably nil. The cost to bring in a technical expert
or to send the hard disk to one of the few services
that could actually recover irreplaceable data
would be astronomical. If you have printed your
reports, properly backed up on a periodic basis,
taken your data files off the computer—perhaps
onto floppy disks—and then backed up the hard disk
with one of the new tape drives, you won’t ever face
an expensive crisis.
Thus, the first solution: Get rid of the extra copies
on your hard disk. They serve no purpose. Even
programs such as the earlier versions of WordStar
and DBase III, which theoretically could not recog
nize subdirectories, did not really require multiple
copies of files. There were always proper program
ming and operating steps available to overcome
these supposed limitations. This won’t be a problem
with new versions such as DBase IV or WordStar 5.
Therefore, if multiple copies are partly the reason
why your hard disk is full, you can do something
about it.
The second reason why hard disks fill up may be
more difficult to control. If you look at the latest
releases of some of the more popular programs, you
will be amazed at their size. DBase IV, with applica
tions generators and accessories such as acceler
ators, flowchart generators, and some auxiliary
accounting programs that are based on it, can run
Practicing CPA, April 1989

from two to five megabytes. WordStar 5 comes with
between sixteen and twenty diskettes in the 360 K
format—an unbelievable number. Of course, in this
genre of programs you have built-in spelling check
ers, style checkers, thesauri, laser printer drivers, as
well as drivers for every conceivable brand of the
more traditional printer. Not all of this winds up on
your hard disk, but it can take a real "byte” out of it.
New programs, such as Microsoft Excel, that did
not develop from earlier versions, are also not loath
to take up space on your hard disk. They take up a lot
of space. The decision here involves the possibilities
of limiting your organization to certain programs
versus accommodating the abilities and preferences
of your staff. A good alternative is to limit the pro
grams to just the machines where they are actually
used. This may entail retraining staff to use an
unfamiliar program. Our own decision was to opt
for larger-capacity hard disks and let people use
programs they feel most capable of operating.
The third reason will point up a management
opportunity, but requires a brief technical discus
sion in order to explain it. Usually, in a discussion of
computer programming, little attention is paid to
the technical aspect of naming the data-carrying
files. These files are generally given unique names.
This is important when processing correspondence,
unless a large amount of boilerplate material is
used. In those circumstances, it may be unnecessary
to save the boilerplate section of each file.
On the other hand, when data-carrying files are
given names such as JAN88DAT.XXX or
INVJAN88.XXX in order to facilitate searches or for
other reasons, the implications are that after forty
eight months, there are likely to be forty-eight of
these files on the hard disk. Contrast this convention
with using twelve different names such as JANDAT.
XXX, etc., which would be overwritten thirteen
months later, or even using a file called CUR
RDAT.XXX which would be overwritten every
month. It goes without saying that if you need to
preserve the data, you back it up.
Today, with spreadsheets easily exceeding a mega
byte in size, and data bases being able to handle
records with 128 or 256 or more different elements
in each record, the ballooning of data-carrying files
is inevitable. This does not mean that CPA managers
need to be computer programmers. They do need to
understand the implications, however, in order to
supervise these functions and address problems
before they become critical. Don’t wait until the
“disk full” message appears on the screen, and risk
losing valuable data. □
—by Bruce Baskin, CPA, Lesowitz & Baskin, 503
Portage Lakes Drive, Suite 5, Akron, Ohio 44319-0515
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How to Produce an
Effective Firm Newsletter

Even though publishing an in-house newsletter was
something we knew we wanted to do, our firm went
through the usual rationalizations for not doing so.
The excuses, ranging from its being too much work
or too expensive, to "I can't write articles” or “No
one reads newsletters anyway,” will be familiar to
many practitioners. The reasons to publish an in
house newsletter were readily apparent, however.
We wanted to show clients that we care and think
about them. Many firms clip articles from a variety
of publications and send these to clients who have
an interest in the subject matter. We found that such
a program did not sustain itself.
A newsletter can be a good way to introduce your
firm to prospective clients in a different geograph
ical area and to new clients obtained through mer
ger. Producing a newsletter is not a small commit
ment. Many clients, prospects, and referral sources
have taken stabs at producing their own and know
what it entails. The fact that you publish your own
newsletter shows you are making a commitment to
them on a long-term basis.
One of the final convincing arguments in favor of
producing our own newsletter was that we repeat
edly heard at MAP conferences that successful firms
put great store in their own newsletters as a practice
development tool. We wanted to grow as these firms
had done.
One person can’t produce a newsletter alone. It
would never get out of the office. On the other hand,
someone must be responsible for seeing that it does
get done. This person does not have to be a partner. It
is an excellent project to give a manager who has the
energy to be promoted, and a vested interest in
making sure it is published in a timely fashion. Once
you have chosen a publisher, the next decision con
cerns what to publish. The following were our
choices.
What to publish
□ Staff. We restrict our comments to firm and
individual accomplishments and staff addi
tions. We avoid personal notes, such as who had
a baby, unless these are of benefit to clients. The
aim is to tell readers why staff is there and how
our personnel can serve them.
□ Tax calendar. This is a permanent feature and
generally covers a four-month period. Our
newsletter is published quarterly, but the Janu
ary and April issues tend to be a little late.
□ Speaker availability. This department is titled
"Can We Talk?” It describes some of the groups
we have addressed and the topics on which we

spoke, and tells about our availability to speak
at business meetings and seminars.
□ Seminar attendance. We want clients to under
stand that CPE is important to us and that it is
expensive. In essence, they are paying for this
when they hire a CPA.
□ Humorous area. Under the title of "Believe It or
Don’t,” this might be an article describing
something unusual in the course of our work.
On occasion, this section might contain a car
toon, a joke or a saying, with credit being given
to the originators.
□ Open for business. We want readers to know
that we are interested in new client engage
ments. The message we try to impart is
“Business is great and we’re looking for more.”
□ General material. This can be directed to a spe
cific industry or to a specific group.
□ Client spotlight. Everyone’s favorite column,
“Client of the Quarter” features interviews with
clients and photographs of them and their busi
nesses. The clients talk about themselves and
their relationships with us.
□ Technical information. The purpose of these
articles is not to make experts out of clients but
to give them enough information so they know
when they have to call us.
□ Partner’s Point of View. The two partners alter
nate in commenting about tax law changes,
some of our business, professional and com
munity activities, introducing new staff mem
bers, and the like.
We don’t originate all of the copy ourselves. We
subscribe to a service, exchange newsletters with
other CPA firms, and credit the source for material
used. This saves us from having to write every arti
cle from scratch, and clients benefit from additional
viewpoints.
National Marketing Conference
Reminder

Set for June 14-16 at the Hilton at Walt Disney
World Village, Lake Buena Vista, Florida, this
year’s national marketing conference will be
preceded by an organizational meeting of the
Association of Accounting Marketing Execu
tives. This will provide an opportunity to learn
about this organization and contribute to
shaping its goals and programs. In addition,
the AICPA conference will feature a special ses
sion to help marketing directors increase their
understanding of the accounting profession.
To register, call the AICPA meetings depart
ment: (212) 575-6451.
Practicing CPA, April 1989
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Marketing Tip
Go through your client files and pull out letters
from attorneys. These usually list every
attorney in the office. Put all of their names on
your newsletter mailing list. Enclose a cover
letter with their first issue saying that they will
be on the mailing list unless you hear to the
contrary. Nobody turns you down.

Some, such as "Client of the Quarter” and
"Partners Point of View" are regular features. With
some of the others, we have to make comparisons in
order to determine which to publish.

How to format
We find that a four-page issue is an appropriate
length for a client newsletter. Anything less looks
skimpy and makes coverage of several topics diffi
cult. More than four pages is more work than neces
sary. Also, if the newsletter is too long, people won't
read it.
The most successful size is 8½ inches by 11 inches.
If it is smaller, it gets lost in file folders or in a pile of
papers on someone’s desk. Stay with the same for
mat every issue. That way, clients know what to
expect. With our newsletter, for example, "Partner's
Point of View" is on page one, “Client of the Quarter”
is on page two, "Can We Talk?" and technical infor
mation are on page three, and the tax calendar, a
listing of staff, and a publication order form are on
page four of every issue.

How to publish
It is most important to have someone responsible
for overseeing the production of your newsletter. We
hire a writer to coordinate the various tasks, and
have this person report directly to a partner. Our
writer, who is paid by the hour, interviews the client
for the "Client of the Quarter" article, writes "Can
We Talk?" from information supplied, edits
“Partners Point of View," and is responsible for tak
ing copy to the typesetter, making sure it is printed
properly, and seeing that the finished product gets
back to us in a timely fashion. We prefer to have this
person handle the production functions than have
our regular staff members involved. We would
rather they be chargeable.
You can find people eager to take on similar
responsibilities by checking with universities for
journalism students who like to do newsletters, and
by reading newspaper classified advertisements
(look for people who write resumes). The typesetter
and printer must be reliable both in quality and
timeliness of service.
Practicing CPA, April 1989

We send our newsletter by bulk mail using a stan
dard 9-inch by 6-inch envelope. We chose not to
make it a self-mailer because this would mean giv
ing up space for the address and would increase the
possibility of the newsletters being mutilated in
transit. Besides, we think an envelope makes it look
more important.
We also think that a publication frequency of four
times a year is sufficient. The perception is that it is
a monthly publication, anyway. We print 3,300 cop
ies, of which about 2,400 go to people on the mailing
list. Another 500 go to the client featured in "Client
of the Quarter.” This gives us exposure to another
500 people who can get on our mailing list by just
filling in the order form on the back page. The
remaining issues are distributed during the quarter.
The cost, including typesetting, printing, and pay
ing the writer (excluding postage) is about $6,000 a
year. This works out to approximately 34 cents a
copy. We think this is inexpensive marketing.
How to distribute
Because the cost per issue is low, we don’t hold back.
We send to clients, prospective clients, referral
sources, and prospective referral sources. We think
this is a good way to build up our mailing list. When
we give a seminar, we can then reach people outside
our client base. All in all, we find that publishing
our own newsletter is a cost-effective way to build
our practice. We encourage other practitioners to
try it. □
—by Judith R. Trepeck, CPA, Grey & Trepeck, P.C.,
30700 Telegraph Road, Suite 2675, Birmingham,
Michigan 48010

One Article—One Offer

"To FAX or Not to FAX?”
Dataquest Inc, the market research firm
quoted in the article under this title that was
published in the March issue, has two publica
tions that might interest practitioners think
ing of acquiring facsimile equipment. The
SpecCheck Facsimile Guide contains informa
tion concerning the features, specifications,
and prices for most FAX machines and PC-FAX
boards available in the U.S. The First FAXts
newsletter analyzes the trends and issues
influencing the facsimile marketplace. Data
quest will make these publications available to
readers at a 10 percent introductory discount
to list prices. Contact Peter Stolinsky, Direct
Marketing Group, Dataquest Inc., 1290 Ridder
Park Drive, San Jose, California 95131-2398,
tel: (408) 437-8000.
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Partner Admission/Buy-in
At what gross billing level or at what level of
chargeable time should a sole proprietor consider
taking in a partner? Should a partner have to buy
in? If so, what would be an appropriate amount, and
how could the purchase be funded? These are some
of the questions asked at MAP conferences by practi
tioners who are considering admitting a new part
ner. We asked our editorial advisers for their
opinions.
David A. Werbelow, a Pasadena, California, practi
tioner, says, "Yes, a partner should have to buy in.”
Mr. Werbelow thinks the purchase could be funded
over time out of current pro rata share of compensa
tion, and the amount, in today’s dollars and business
volume, should be equal to retirement value.
Richard A. Berenson, a New York City CPA,
believes that a new partner should buy in at accrual
book value. “We have never addressed the question
of marking investments and real estate to market
value,” he says. Mr. Berenson thinks the buy-in
should be paid in cash and be financed by bank
loans to the new partner which are guaranteed by
the partnership.
"A new partner does not 'buy-in' as such, but must
maintain a capital account, on an accrual basis, just
as other partners do," says Robert L. Israeloff, a
Valley Stream, New York, CPA. "We ask for $10,000
on the day someone becomes a partner, and give the
individual six years to build up to the required cap
ital amount without incurring interest charges,” he
adds.
Mr. Israeloff does not believe that there is any
specific billing level that a sole proprietor needs to
reach before taking in a partner. "It really depends
on the type of practice and at what point in a profes
sional career someone needs a compatriot to help
the practice grow,” he says.
Two advisers did suggest some "ball park” figures.
Ronald C. Russell, a Springfield, Ohio, practitioner,
thinks that a sole practitioner should not consider
taking in a partner until gross billings have reached
a minimum of $500,000. He estimates this will
increase to $750,000 within five years. Sidney F.
Jarrow, an Elmhurst, Illinois, CPA, suggests
$300,000 for the gross billing level, and 1,500 hours
for chargeable time. Mr. Jarrow says that too much
billing time minimizes time available to obtain new
client work. He also believes that new partners
should "earn in” out of their share of the profits, and
that the amount should be dependent upon the
firm’s profitability and growth, and upon the new
partners’ potential contribution.
H.W. Martin, a retired Rome, Georgia, practi
tioner, thinks that whether a partner should have to

Another Article—Another Offer
“How to Avoid Being Sued by Job Applicants”
As part of the article under this title that was
published in the September 1988 issue of the
Practicing CPA, one of the authors, Professor
James G. Frierson, made available a packet of
materials containing a sample application
form, and information on federal and state
laws, and agency guidelines. To date, over
2,000 CPA firms have requested the package.
Professor Frierson also has some forms and
related materials that are suitable for the cor
porate clients of CPA firms. This twenty-fivepage packet includes articles on job applica
tion forms and the new Employee Polygraph
Protection Act, sample job application forms, a
list of federal and state Fair Employment
Laws, Employer Duties under the Immigration
Reform and Control Act, and sources of free
information on employment laws.
The packet can be ordered from Professor
James G. Frierson, Department of Manage
ment and Marketing, P.O. Box 21250A, East
Tennessee State University, Johnson City, Ten
nessee 37614-0002. Please include a check
made out to James G. Frierson in the amount of
$10.00 to cover printing, handling, and mailing
expenses, and allow three to five weeks for
delivery.

buy-in depends entirely upon the financial condition
of the firm. He says a buy-in would be appropriate in a
young firm that is struggling for working capital. On
the other hand, an older, well-capitalized firm could
probably allow their new partners to build capital by
leaving part of their profits in the firm. This would
permit older partners to withdraw some of their
capital over a period of time.
Regarding a billing level, Mr. Martin says that
hours should probably govern this decision rather
than gross billings, although the latter should be
considered.
An old rule of thumb, according to Mr. Martin,
was that a partner needed to have more than 7,500
hours a year of his own time and supervised staff
time on his engagements to make a living. Ten thou
sand was a good average, and 12,500 hours was
really more than one person could supervise prop
erly. Mr. Martin says this rule has to be adjusted for
many things, such as how seasonal the work is, and
the size and type of client, but that at least it is a
place to start.
Robert L. Carr, a Canton, Ohio, CPA, says "I sup
pose there may be some exceptions, but generally it
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is my opinion that a partner should buy-in.” Mr.
Carr believes that it makes a difference whether a
partner has an ownership interest or just a profitsharing interest. In the latter situation, he is often
considered, or considers himself, as simply a highpriced associate/employee.
Mr. Carr thinks that one of the key elements in the
profitability of an accounting firm is continuity for
a long period of time. Because of the fragile charac
teristic of many local accounting firms, and their
sometimes short lives, the rewards are greater for a
firm that is able to develop a somewhat institutional
quality by virtue of having existed for a long time.
Ownership represents a commitment of one’s
financial resources as well as ones time and, Mr.
Carr believes, increases the possibility of continuity
in a firm. A sense of pride is usually associated with
ownership. Noncapital partners sometimes have a
sense of being of a second-class nature, and two tiers
of partners may have a greater tendency to develop
relations which are not in harmony with each other
because of different personal or firm objectives.
As to the appropriate amount of a partner's cap
ital contribution, Mr. Carr says that the needs of the
firm tend to ultimately dictate this, together with
the decision as to whether the firm is going to be
financed internally or externally. Working capital
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requirements tend to increase as a firm becomes
more successful. Capital is required to fund the
additional costs of facilities, equipment, work in
process, and accounts receivable, as well as other
assets. These monies can either be provided by part
ners, by lenders, or by some combination of the two.
He adds that to the extent that external financing
is chosen over internal financing, there is a greater
risk to one of the major objectives of a firm, which is
continuity. He suggests that a firm should develop a
policy or tradition that will provide guidelines
regarding the internal and external financing of the
firm that are acceptable to partners.
Mr. Carr says that his experience with the funding
of interest in a firm has been limited primarily to
partnerships. “For many years,” he says, “we have
handled the purchase of a partnership interest by
simply not taking out all of the profit. Sometimes
this has been done by following a fixed schedule of
retention, particularly with new partners, and
sometimes it has been done by leaving in the busi
ness the funds required for its maintenance and
growth. For this method to be successful,” he adds,
"it is important that the firm’s earnings be sufficient
to satisfy the personal needs of partners after
providing for the internal financing of the
firm.” [7]
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